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The current housing affordability crisis, driven mainly by the financialization of housing and the government's retrenchment of social policies and provision of affordable housing, have affected growing inequalities in access to housing. The crises have hit young people especially hard. The recent trends call for systematic studies on the mechanisms generating such intergenerational inequality, considering the specifics of the prevailing housing regimes. Housing affordability in Tallinn has decreased due to fast-growing housing prices, as a result of an ultra-liberal housing regime, exemplified by housing financialization, capital accumulation, low level of governmental interventions and an overall increase in social inequalities. Based on EU-SILC data, it is shown how the recent trends during the decade between 2010 and 2020 have negatively impacted young people's access to homeownership—access has been greatly reduced for young cohorts, and it has become more differentiated, based on the socio-economic and labor market performance of households, as well as intergenerational transfers. Young households are increasingly residing in private rental dwellings, and many still rely on parental housing until their 30s. Rental housing, as compared to homeownership, has fewer advantages compared to homeownership—it brings no capital gains and is less secure, and rental stock tends to be located unevenly across urban space and to be in slightly worse condition compared to owner-occupied housing. This positions young people in an unfavorable position in the perspective of their housing career, and this can have severe consequences on their social inclusion.

KEYWORDS
housing affordability, homeownership, young people, Tallinn, Estonia


Introduction

For most people, housing has become the greatest expenditure item in their household budget. It is also the main driver of wealth accumulation for a large share of households (Quigley and Raphael, 2004; Fuller et al., 2020). Due to these financial matters housing has become one of the key drivers of inequality and socio-spatial segregation in contemporary cities (Tammaru et al., 2016b). Housing, and the neighborhood in which people live, can also have important implications for individual health, employment and educational outcomes, often leading to a “vicious cycle of housing inequality” in terms of social inclusion (van Ham et al., 2018; Tammaru et al., 2021)—the effects of which can begin in childhood and last a lifetime or even over subsequent generations (Arundel, 2017; Manley et al., 2020). The housing market may become a more significant barrier to social inclusion for some groups, such as low-income and migrant background households, children, youth or seniors. Housing inequalities manifest in locational disadvantages driving the concentration of vulnerable groups into socially and spatially disadvantaged areas (James et al., 2022).

The growing pressure on housing prices in areas with intense labor markets, as well as the COVID-19 pandemic and the energy crises have furthermore generated housing-related inequalities (Wetzstein, 2017; Seebauer et al., 2019; Waldron, 2022). The dominating trend (especially up to the mid-2010s) in European countries has been the decreasing role of public expenditure on supply-side housing measures, manifesting in reduced shares of social housing in most countries (OECD, 2022). In parallel, there has been an increase of public expenditure on demand-side housing measures—public expenditure on universal or income-based social benefits, i.e., housing and energy allowances, which rather than improving housing affordability tend to lift up housing prices (Caturianas et al., 2020). Only from the 2010s there has been a slow but noticeable turn in governmental perspectives on housing policy—governments have increasingly started to question the “neoliberal” approach and a few policy efforts to tackle the declining housing affordability have been made (Bohle and Seabrooke, 2020; Kadi et al., 2021).

Following the global financial crisis, the private rental sector has witnessed exceptional growth at the expense of younger households who are lacking access to homeownership due to high prices and restrictive lending conditions by banks (Wetzstein, 2017; Waldron, 2022). Young people increasingly have to rely on market-price rental dwellings (Smith et al., 2022), or rely on their parents' housing for a prolonged period of time (Schwanitz et al., 2021).

The faith in neoliberal housing markets, and economic system in general, has also been the prevailing trend in Estonian socio-political system over the past three decades. The government has mostly withdrawn from regulating the housing market (Kährik and Kõre, 2013). Next to the predominant home-ownership sector, the private rental sector, which mostly functions as an un-official “black-market”, has grown since the 2000s considerably (Lux et al., 2012). This has been established primarily based on private individuals who have accumulated their wealth by investing in more than one property and let out their vacant dwellings. After the economy recovered from the 2008 to 2010 recession, there has been a rapid increase in housing prices in Tallinn; in parallel the wage gap and socio-economic inequalities also have increased, resulting in growing socio-spatial segregation (Tammaru et al., 2016a). The increase slowed during the COVID-19 pandemic (2020–2021), but the prices continued growing afterwards. Young people's wages are much lower and their unemployment levels are twice as high than the older working age groups (UPLIFT Urban Report Tallinn, 2022).1

In this context of growing housing affordability challenges and increasing social and housing inequalities, our study focused on the housing market outcomes for young people in Tallinn urban area during the 2010s. Our aims were to find out, first, to what extent have young people been affected by the affordability challenges in accessing homeownership (and the associated inequality patterns among the same age group), and second, whether this differential access has manifested itself in growing inequalities in terms of housing conditions and residential patterns. The three questions we aimed to answer are: (1) To what extent has the access to homeownership for young household been affected by the changes on the housing market? (2) Has access to homeownership over time become more differentiated based on socio-economic, demographic and ethnic factors? and (3) To what extent has the tenure-based sorting been reflected in locational patterns as well as in housing quality differences?

Based on the background described, we can assume a growing differentiation in entering homeownership between cohorts, as well as growing intersectional differences among young people where social inequalities translate into housing inequalities, which in turn has an impact on social inclusion in different life domains.

In the analysis we compared the two cohorts of young people, those aged 20–34 in 2010, and (b) those aged 20–34 in 2020 (i.e., a different cohort), and their achievements in the housing market—whether they have entered homeownership or have continued to rely on the rental market (both private and public) in Tallinn urban area. The binary regression analysis was based on EU-SILC data for Tallinn in 2010 and 2020.

The analysis demonstrates that entering homeownership was clearly more challenging for young people in 2020 as compared to the decade before and, furthermore, the socio-economic inequalities among the youth link to housing market outcomes to a greater extent. Differences by tenure status have a less clear link to the quality of housing as perceived by residents, and the locational impacts are not as straightforward, since a significant part of rental stock where young people live is found in the inner city but also in the outskirts. However, the more affordable rental housing is predominantly found in the high-rise outskirts of the city where young people with lower incomes tend to live.



Housing affordability and access to homeownership


The concept of housing affordability

Affordability is used to express the challenge each household faces in balancing the cost of its actual or potential housing, and its non-housing expenditures, within the constraints of its income (Stone, 2006). According to Haffner and Heylen (2011, p. 593) housing affordability can refer to “short-term affordability”, referring to financial access to a dwelling, and “long-term affordability”, which concerns the cost of housing consumption. Both types of affordability influence access to the housing market and decisions made during the housing career, such as opting for either homeownership or renting a dwelling, or the different size, state-of-repair or location of a dwelling. Housing affordability can refer to the ability to obtain a mortgage, the income situation of a household in relation to their housing expenditure or, from a structural perspective, the conditions affecting the supply of housing or public policies affecting housing accessibility (Stone, 2006).

Although problems with housing affordability tend to be more frequently experienced by renter households as their income tends to be lower in average, owner households may occasionally pay higher share of their income when the interest rates increase or when they actually pay for housing more than they realistically can afford (Bogdon and Can, 1997). Housing affordability literature generally says that the maximum a family should pay for housing is 30% of their income (Bogdon and Can, 1997; Kutty, 2005). However, the lowest income households may not even afford to spend a quarter of their income on housing (Stone, 1990, 1993).

In many Western societies, ownership is perceived as a social norm for life qualities and the option to meet lower housing costs in a longer perspective (Foye et al., 2018). The social pressure for ownership in certain age and stage of life may force households to choose higher housing costs to enter ownership. Depending on the available opportunities on the rental market, ownership may be an option to meet higher housing standards (Stone, 2006).

Housing affordability is thus a complex phenomenon related to various individual and structural factors: income, housing prices, demand and supply in the housing market, policies and land-use planning restrictions but also household decisions, miscalculations in assessing the income and housing costs in longer run (e.g., Calder, 2017).

Differences in housing affordability manifest in different types of inequality (e.g., Dewilde and De Decker, 2016; James et al., 2022). Haffner and Hulse (2021) argue that the concept of housing affordability should refocus away from the role of housing costs in contributing to disadvantages in social services and toward the urban policy challenges of growing inequities in accessing urban resources.

The most commonly used measure of housing affordability in relation to accessing housing is the criterion of housing price-to-income ratio which is calculated from the total housing price. From the long-term housing consumption point-of-view, a housing affordability problem is recognized (either statistically or in relation to housing policies) when a household's spending on housing as a proportion of its total income exceeds a certain threshold (Hulchanski, 1995). For example, Eurostat considers a household to be “housing-poor” or overburdened by housing costs if the expenditure-to-income ratio exceeds 40%, measured by the equivalized disposable income of household.



Housing affordability crises—financialization of housing markets

Rents and housing prices have increased over the past decades across Europe while wages have lagged behind, decreasing housing affordability. This has been mainly related to the accelerated (re)urbanization of capital and people, the provision of cheap credit, the austerity policies pursued by governments, and the rise of social inequality in society (Lennartz and Ronald, 2017; Ronald and Dewilde, 2017; Wetzstein, 2017; Whitehead and Goering, 2021; James et al., 2022). Also, housing-related household expenses have increased and households are dedicating an increasingly larger share of their budget to housing costs (Anacker, 2019; Fuller et al., 2020). Housing financialization, which has been the dominant trend across Europe since the 1990s, has been increasingly dependent on the global financial markets, and especially the financial markets for mortgages (Wetzstein, 2017; Fikse and Aalbers, 2021).

Governmental support measures to alleviate or prevent housing poverty have greatly reduced since the 1990s up until the 2010s, along the paradigm of the neo-liberalization of housing markets. Public subsidies have mostly supported homeownership. As a result, mortgage lending became deregulated, governmental funding for affordable housing has declined considerably across Europe (Lennartz and Ronald, 2017; Ronald and Dewilde, 2017; Caturianas et al., 2020). The social housing sector has become more residualized, increasingly providing accommodation only to those of the lowest incomes (Whitehead and Goering, 2021). The most dramatic drop of social housing and the governments' withdrawal from the regulation of the housing market took place in the former socialist countries (Hegedus et al., 2013; Lux and Sunega, 2014). Governments have shifted to paying more universal or income-based social benefits to households, such as housing and energy allowances. Also, schemes have often been used to reduce the tax burden on homeowners—home buyers have been supported by tax measures.

As a result of these trends, housing has been transformed into a financial asset or commodity affecting also the perceptions, meanings and discourses around housing ownership (Arundel and Ronald, 2021; Fikse and Aalbers, 2021). Housing is being increasingly viewed as an investment rather than a home—households are becoming “a frontier of capital accumulation, not just as producers and consumers, but also as financial traders” (Smith et al., 2022), undermining the stability of homeowner realities and practices (Fikse and Aalbers, 2021). Increasing house-price volatility is undermining the security of the homeownership tenure (Dewilde and De Decker, 2016; Arundel and Ronald, 2021).

In the 2010s, after the global financial crises, the need to respond to the affordability crises and growing segregation levels in cities has forced governments to apply new measures to tackle the growing inequalities. It has even been debated whether the new era of “post-neoliberalism” has arrived in the approach to housing policies (Kadi et al., 2021). New regulations to protect tenants from rent increase, the regulation of mortgage lending, newly constructed municipal housing programs, non-profit housing developments and subsidy programs as well as more social mix in new developments have been examples of new approaches applied across many European countries, e.g., in Germany, Austria, Hungary and Ireland (Bohle and Seabrooke, 2020; Kadi et al., 2021). Recently, mortgage interest tax reliefs have been phased out or abolished in several European countries (Caturianas et al., 2020). The new measures have brought some alleviation to the affordability crises however the housing prices continue to skyrocketing.

As a result of the prescribed trends access to homeownership has been in decline and inequalities based on the concentrations of housing wealth are increasing since homeowners accumulate more wealth than tenants (Wind and Dewilde, 2019; Arundel and Ronald, 2021). While many homeowners, investors and speculators have accrued financial gains from the “asset-based” housing market conditions, increasingly higher numbers of households are facing severe consequences (Lennartz and Ronald, 2017). The financialization of housing and urban restructuring tend to affect lower and middle-income households in cities (Haffner and Hulse, 2021). New spatial and social inequalities have emerged as a result of the concentration of housing wealth, while access to homeownership has become more differentiated. The rise of short-term accommodation platforms, such as Airbnb, add to the falling rate of homeownership by reducing supply of housing for local residents as well as raising housing costs (Caturianas et al., 2020). Arundel and Lennartz (2020) discuss housing inequality outcomes as growing divides between “high-gain ‘hotspot' markets and more peripheral ‘cooler' markets”. Housing unaffordability tends to drive vulnerable groups to move to more disadvantaged areas (James et al., 2022)—the spatial manifestations of housing inequalities in the form of residential segregation and its consequences have been discussed by many authors (Hochstenbach, 2018; Arundel and Hochstenbach, 2020; Le Goix et al., 2021).

While housing has increasingly been seen as an investment asset, the private rental sector has also expanded in response to the financialized homeowner societies initiated by the institutional investment interests (Fields and Uffer, 2016; Aalbers et al., 2021; Aigner, 2022). Private renting has been considered to be the fastest growing tenure (Wetzstein, 2017). Following the global financial crisis, the private rental sector has witnessed exceptional growth as access to homeownership is increasingly denied for younger households due to high prices and restrictive lending (Ronald, 2018; Fuster et al., 2019). Private rental sector has often considered as an insecure and precarious tenure since it is usually characterized by weak protection of tenants, limited duration contracts (which is especially problematic for families who are less flexible in terms of moving) and few restrictions on rent setting (Huisman and Mulder, 2022; Waldron, 2022).

The housing affordability crisis is being further exacerbated by the energy crisis. Low-income groups are at the highest risk of energy poverty (i.e., household is unable to secure the socially and materially needed level of energy service in the home)—as they tend to live in low-quality and inefficient multi-storey rental housing in cities and in times of surging energy prices (Seebauer et al., 2019; Bouzarovski et al., 2021).

Despite the described common trajectories in housing markets across Europe driven mainly by global financial markets and “neo-liberalization”, institutional and local differences between countries remain significant (Wind et al., 2017; Anacker, 2019; Wijburg and Waldron, 2020). Housing systems and the degree of financialization vary between countries, even among those which are often grouped together based on their ideological orientations or existing welfare systems (Stephens, 2020; Lee et al., 2022). Housing systems affect the tenure structure and the distribution and cost of housing and, in turn, the accessibility which mediates the link between social inequality and housing inequality (Arbaci, 2007; Wijburg and Waldron, 2020). Housing cost overburden is a particularly significant problem in Greece and some of the Balkan countries (Caturianas et al., 2020). In societies with poorly regulated market-based systems, tenants experience more of an economic burden related to their housing than homeowners (James et al., 2022).



Young adults and other vulnerable groups

Staying in rental housing can also be considered as a choice for young people related to their life-course stage (Mulder, 2007), as there may be a reluctance to take up long-term financial obligations, especially when studying or the employment situation is still insecure. This has also been discussed by Arnett (2000) when referring to the phenomenon of “emerging adulthood”. Emerging adulthood is used to describe a period from about ages 18–29, experienced by most people in their twenties in Western cultures marking the starting point of an independent life moving apart from the childhood home. Arundel and Ronald (2016) have shown that emerging adults in Western societies tend to postpone events generally associated with the start of independent adult life such as the finishing of education, marriage, and financial independence from parents. It also translates into the later access to home ownership. Various studies have shown that the attainment of independent housing is replaced by more flexible, adaptable housing “arrangements” such as shared living and periods of parental co-residence (Hochstenbach and Boterman, 2015; Arundel and Ronald, 2016).

Starting one's housing career is an expensive activity and young people without parental support often struggle with paying a deposit or downpayment, as they usually do not have a previous dwelling to sell or use as collateral to obtain a mortgage. The differentiated access to higher quality housing and different housing tenures has become more pronounced according to the socio-economic, demographic and ethnic characteristics of households (Wiesel, 2014; Dewilde and De Decker, 2016). Housing inequality occurs within and between different population groups. Affordability gaps are particularly pronounced among low-income households, renters in the private sector, and youth—the effects of which are multiplied in case of accumulated disadvantages. Low-income groups, especially minority ethnicities and those with migrant backgrounds, are more likely to encounter poor quality housing and to reside in rental tenures as a result of poor access to ownership (e.g., Lukes et al., 2019; Soaita and Mckee, 2019). Also, an increasing share of the middle-class face affordability issues (Caturianas et al., 2020). In 2018, almost 40% of households at risk of poverty spent more than 40% of their disposable income on housing, and about one third of tenants whose rent was at market price perceived overburden, whereas among homeowners the rate was <5% (Caturianas et al., 2020). Housing inequality patterns have become more persistent over time, and over generations.

The house price inflation has hit the chances of young people in the housing market especially hard. Their material ability to start an independent housing career or step into homeownership from the rental sector has worsened, and the role of parental wealth has risen (Ronald and Lennartz, 2018). Entering homeownership has been postponed for many young households; there is a deepening structural gap for moving from the parental home to owning or renting one's own home (Forrest and Hirayama, 2018; Ronald and Lennartz, 2018; Arundel and Ronald, 2021). The differential between the younger adults (under-35s) compared to the more established over-45s has widened over time. The rates of owner-occupation among the young are shrinking disproportionately (Smith et al., 2022). In the US, Clark (2019) finds the share of young people in homeownership to be at the lowest level in half a century.

Young people are also more exposed to experience the risk of housing cost overburden compared to the older generations. However, the risk tends to be lower for young people in countries where they tend to leave home at much higher age (Southern Europe or some former socialist countries) (Schwanitz et al., 2021). Acquiring homeownership has become increasingly family-dependent and intergenerational and, as a result, more unequal, as not everyone can rely on intergenerational transfers and inheritances (Arundel, 2017; Cigdem and Whelan, 2017; Lennartz and Helbrecht, 2018; Hedman and van Ham, 2021).



Housing affordability in relation to social inequality and social inclusion

Housing inequality is often a function and outcome of social inequality and labor market outcomes, and it can also produce new inequalities (Filandri and Olagnero, 2014; Wind et al., 2017; Arundel and Lennartz, 2020). Housing is considered the key element that structures social and spatial inequalities in cities (Sorando et al., 2021). Households marginalized in the least desirable housing and neighborhoods have less access to high quality schools and job opportunities. Exposure to concentrated poverty reproduces itself over generations and, hence, segregation is also reproduced (van Ham et al., 2018). Young families with children, as well as the elderly, can be particularly disadvantaged by their housing and neighborhood situation, because they are often more bound to the residential neighborhoods in which they live. The implication of housing inequalities for younger people can also relate to the decision to have children. There is a strong intergenerational transmission of poverty and living in poverty neighborhoods from parents to children (De Vuijst et al., 2017; Hedman et al., 2017).

Housing is key to inclusive growth (OECD, 2020). Spending too much on housing in relation to income can have severe consequences on individuals—it can reduce investment in education, healthcare and other fields, leading to exclusion and a vicious circle of segregation and housing (OECD, 2020). For many households housing “may eat up so much of their income that their food choices, healthcare needs, educational prospects and sustainable commuting options are heavily compromised” (Wetzstein, 2017, p. 3160).

The “vicious circle of segregation” occurs through the transmission of effects from one domain to another—e.g., the sorting of people into certain types of houses and neighborhoods affects school choices as well as employment opportunities, as the location of homes affects access to schools and jobs. The way housing and tenure structures are distributed in urban space, and how this distribution is mediated by the institutional set-up can be considered as a crucial factor affecting housing inequality (Torpan et al., 2020; Friesenecker and Kazepov, 2021). The vicious circles of housing inequalities suggest that housing and locational disadvantages experienced early in life are often reproduced later in life and transmitted from parents to children (Tammaru et al., 2021; van Ham et al., 2021). Housing inequalities can thus have a negative effect on the probability of the upward social and spatial mobility of individuals.

Likewise, measures taken up at the household level to keep housing costs under control can negatively affect health, children's educational attainment and occupational opportunities, which can have especially severe impacts on the young. The more time spent at home (e.g., working from home and distance learning during the COVID-19 pandemic) means greater exposure to higher energy costs and, in case of lower quality housing standards, higher exposure to possible health risks.




Tallinn: housing and residential context


Housing market dynamics and housing policies in Tallinn

After the renewal of Estonia's political independence in 1991, there was a faith in neoliberal market mechanisms in the housing market alongside the withdrawal of state from its regulation (Kein and Tali, 1995; Tammaru et al., 2016a). This political-ideological view led to the adoption of the market-liberal model of housing provision, consumption, and finance (Saunders, 1990; Ronald, 2008) in Estonia. The belief in “homeownership” as the preferred tenure has been guiding the prevailing housing policy since privatization, making Estonia a typical “homeowner society” for decades. The privatization took place in the 1990s and was completed by 2000 (Kährik, 2000). The reforms were generous to all who had resided in public subsidized rental dwellings when the reforms started and whose dwellings were not subject to restitution (Lux et al., 2012).

By the end of the reforms, the rate of homeownership in Estonia was superhigh (close to 96%) (compared to 39%, in 1992). The ownership reform paved the way for relatively egalitarian tenure distributions in socio-economic terms, although the extent to which homeowners gained from the reforms varied widely, depending on the location and condition of the building/apartment. This ranged from those living in low-value properties and had to incur high expenditures to maintain their properties to those occupying high market value properties in prosperous neighborhoods of growing cities. These gains have now manifested in intergenerational inequalities as the privatized units are transferred from parents to children.

The homeownership society created by mass privatization could not sustain for a long time. By the turn of the millennium, and even 10 years later the homeownership rate had come down (to 83% by 2000 and 80% by 2010 in Tallinn based on census data) but was still relatively high since the global financial markets and national incentives were supportive for the tenure. The more dramatic tenure shift took place during the 2010s. By 2021, according to the census, 70.4 of the population were owning their dwelling in Tallinn, down by 10% compared to 2010 (in Tallinn urban region, including also the commuting zone, the rate was 76%). The provision of affordable rental dwellings (referred to as social or municipal housing in Estonia) only accounts for 2% of the total housing stock in Tallinn, so its impact on affordability has been rather modest. The sector mostly caters to either those with additional needs (e.g., disabled) or “young families” and “workers vital to the city” (e.g., nurses, teachers) (Kährik and Kõre, 2013). Between 2002 and 2012 two new social housing construction programs were also implemented in Tallinn. Building new municipal housing was meant to address the lack of housing affordability issue in the city and to decelerate the rapid inflation of housing prices. Altogether nearly three thousand new rental dwellings were constructed with the first program addressing mainly the need to resettle tenants of restituted housing, while the second program aimed at offering modern living space for the labor force needed for the city (so called “key workers”) and improving the housing conditions of young families.

The rate of Euribor,2 which is affecting the interest rate when issuing housing loans the most, has been very low since 2005 (Figure 1), making borrowing in general very attractive to households, although the economic cycles have also had a significant effect on borrowing conditions. Since March 2015, Euribor has been below zero, which has further increased borrowing and reduced monthly expenses related to mortgages. At the same time, low Euribor rates have not guaranteed better financial access to housing for younger age groups, because the downpayment to obtain a loan has substantially increased as the housing prices have increased (Figure 2). Prices for apartments have increased more than for detached or semi-detached houses. Banks have also tightened lending requirements, such as setting higher criteria for the borrower's monthly income or increasing the deposit required for a mortgage.
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FIGURE 1
 Euribor one week value from 2010 to 2020 (Source Euribor-rates.eu).
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FIGURE 2
 Housing median price per square meter in Tallinn urban region (Data source_Estonian Land Board 2023).


The price-boom has also affected the number of residential property transactions. After the increase between 2010 and 2016 (apartments in the inner city by 51%, in the outer city by 65%, and suburban areas by 58%), the number of sales of apartments has slowed down since then. Housing prices rose rapidly after the market recovered from the 2008 to 2010 economic crises, but the average income has not been able to keep up. Apartments in the outer city are to a larger extent, located in high-rise panel housing estates that are more affordable than apartments in the inner city and outer-city low-rise areas, and are preferred by young people and lower-income groups (Mägi et al., 2016; Kährik et al., 2019). Detached and semi-detached houses in city fall in the relatively high price range and are characterized by low affordability.

At the same time the number of transactions for suburban housing has increased throughout the period almost twice. It is also recognizable that, in Tallinn's suburbs, the number of sales of detached and semi-detached houses is more than five times lower than the number of apartments, which illustrates the high volume of moving into apartments in Tallinn's suburban area.

The housing price-to-income ratio for Tallinn urban region demonstrates a rising trend (Figure 3). Housing price-to-income ratio was calculated by multiplying the price per square meter of a two room (one bedroom) apartment by the average size of a two room (one bedroom) apartment and dividing with the yearly net income of a two-person household in the area (city district or local municipality). The differences in housing price-to-income ratios are remarkable between the inner city and the outskirts. Outer city apartments are in average by 25 percent more affordable than in the inner city while the suburban apartments are twice more accessible on average as in the inner city.
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FIGURE 3
 The housing-price-to-income-ratio. Data source_Population Statistical Register, 2023_Estonian Land Board 2023.


Among housing policy measures, the most common are subsidies that support existing or prospective homeowners (such as extra guarantees on mortgages, tax relief to facilitate home ownership), and which are more likely to benefit medium- and higher-income households. The state's fiscal policies to stimulate property ownership in the housing market have contributed to the increase in housing prices. Meanwhile, housing support allowances target only the lowest-income social groups. Private rental markets are poorly regulated functioning mainly on black-market bases and tenants live in rather precarious legal conditions (e.g., limited duration contracts, few restrictions on rent setting).

Investments have been made in improving the energy efficiency and quality of the housing stock in Estonia. This is aimed at not only tackling climate issues, but also reducing energy poverty among households. The Estonian government recently set out a very comprehensive and ambitious long-term national renovation strategy. The main ambition of the strategy is the “full renovation, by 2050, of buildings erected before 2000”. Studies, however, refer to regional and urban-level spatial inequality when it comes to taking up renovation loans and carrying out energy-efficiency renovation projects (Lihtmaa et al., 2018).



Residential context

In 2020, Tallinn city has a registered population of 438,000, which increases to 605,000 when the wider urban region is included. Fifty-two percentage of the population comprises Estonians, 38% Russians, and 10% Ukrainians, Belarussians, and other ethnicities. Compared to 2010, the population has increased by 50,000 inhabitants in the urban region. The population increased at the expense of positive foreign migration since 2018, and by the internal migration in Estonia. Labor migrants have added to the demand for both rental and owner-occupied housing in the capital city region.

A total of 80% of inhabitants live in apartment buildings, and one fifth of the population occupy detached buildings (Kährik and Väiko, 2019). The large share of apartment buildings originates from the mass-construction period between the 1960s and 1990s. Large-scale housing estates were built on the outskirts of the city center, and the vast majority of the Russian-speaking minorities was accommodated there. Nowadays, ethnic Estonians who in average have a higher income have more opportunities and options when it comes to choosing single-family housing or apartments in other districts, while Russian-speaking minorities tend to stay put in the large housing estates (Mägi et al., 2016). Suburbanisation processes only began to accelerate in Tallinn urban region in the 2000s, as the provision of single-family houses remained underdeveloped for about 50 years (Roose, 2019).

After privatization, the private rental sector developed very slowly. The demand for housing has increased in Tallinn urban region due to growing rate of population, which has resulted in upward pressure on house prices. Tallinn currently experiences a deficit of housing, which is increasing housing demand (Kährik and Väiko, 2019). This has also accelerated the development of the private rental market. The latter has mainly been based on the activities of individual landlords, as private developers have only more recently become involved in constructing private rental dwellings.

After the economy recovered from the 2008 to 2009 recession, there has been sharp housing price inflation in Tallinn, visible across the urban region. The inflation slowed during the COVID-19 pandemic, but prices soon continued on an upward trend. Although, by national averages, housing affordability has remained relatively stable during 2010–2019 across Estonia as a whole, in Tallinn region the affordability has considerably decreased (Figure 3).

Figures from Eurostat show that the percentage of low-income households in Estonia living in sub-standard dwellings has declined steadily, the rate dropping from close to 40% in 2004 to around half that in recent years, putting the country below the EU average. To a great extent, however, the housing stock originates from the socialist period and, therefore, is more than 30 years old. Only every fifth household in Tallinn lives in a dwelling which was built after 1991 (Kährik and Väiko, 2019). This makes the quality of housing and need for repair an urgent issue that needs to be addressed by residents and the government (Kährik and Väiko, 2019).

Estonia, by contrast, with its high homeownership rate, is amongst the countries with the lowest shares of people perceiving housing cost overburden in general. When split down by tenure status it, however, appears that nearly every third tenant living in market-rent dwellings perceives cost overburden—the rate being amongst the highest in EU (Caturianas et al., 2020). Thus, high housing costs relative to residents' incomes characterize the private rental tenure in Estonia.



Youth vulnerability in the housing market

The core form of youth inequalities in the housing domain in Tallinn urban region run along socio-economic and ethnic lines as these have been the main identified drivers leading to increased urban housing inequalities (Tammaru et al., 2016a; UPLIFT Urban Report Tallinn, 2022). The labor market and housing market outcomes are also related to the inequalities in the educational system. The labor market outcomes tend to differ for Estonians and Russian-speakers in Tallinn. Only one out of three Russian-speaking respondents perceives their opportunities to get a good job in the private sector to be equal to those of Estonians (Estonian Integration Monitoring Study, 2015). Besides socio-economic barriers ethnic minorities in Tallinn also tend to have different housing and neighborhood preferences as well as mobility patterns (Mägi et al., 2016). Estonia has also the largest horizontal and vertical gender segregation in the European Union and the largest gender wage gap (Kallaste et al., 2010).

Studies refer to the growing socio-economic inequalities and wage gaps since 2000 which has manifested in growing levels of socio-spatial segregation (Tammaru et al., 2016a,b). Young people who rely on financial circumstances the most (i.e., those who did not benefit from the ownership reform) are especially sensitive to these societal changes. Young people have wages lower than the older working age groups, they work more often in precarious work conditions, and their unemployment rate is twice as high. Low education and non-native backgrounds are the main risk factors increasing the level of youth vulnerability in the labor market.

Low education levels are one of the main factors that increase the unemployment risk, which also reduces youth's housing market opportunities. Income is usually linked to solvency, especially in the case of borrowing constraints for mortgage loans (e.g., loan-to-income requirements). Young age cohorts usually face a more difficult situation in the housing market than other age groups because their incomes are lower, and they do not have available capital for buying real estate. Inequality is often passed down from generation to generation, as young people often depend upon the wealth of their parents when, for example, paying a mortgage deposit or providing the wealth or property as collateral for mortgage.

Young people living in urban areas (15–29 years) perceive housing cost overburden almost twice as often as the older generations (8% in 2018) which is to large extent caused by young people residing more frequently in private rental housing.




Data and methods

The analytical part focuses on two cohorts of young people in Tallinn urban region and their achievements in the housing market by looking at whether they have entered homeownership and how the transition to homeownership is mediated by their socio-economic and other characteristics. The two cohorts we examine are (a) those who were aged 20–34 in the year 2010, and (b) those who were aged 20–34 in the year 2020 (i.e., different but overlapping cohorts). Young people younger than 20 were not included in the cohorts as they still mostly rely on their parents for housing and are often still in education.

The analysis is based on EU-SILC data for Tallinn in 2010 and 2020. EU-SILC provides cross-sectional data on households' living conditions over a longer time period (data available from the year 2004) and, every 5 years, a special module of questions was added to the questionnaire which included questions on environmental quality and residents' perception of housing quality. The same survey methodology has been applied every year. Due to the binary character of the dependent variable (owner-occupation vs. rental sector), binary logit models have been applied in the regression analysis.

The household characteristics included in the model are age of the household head (the category ‘young households'/‘young people' are also categorized by the age of the household head), income per household member, occupational status, ethnic status of household, and household situation. Ethnicity was measured by the main home language: whether it was Estonian or other (mainly Russian). Rented housing included both private rental and public rental sectors, and both the market rent sector as well as the below-market rent sector (this also includes units that are in use without rental contract but are owned by persons/legal entities other than the tenants). The location is measured by three categories: inner city, outer city, and suburban area. Housing type is a binary variable: “detached or semi-detached housing” and “multi-apartment housing”.



Results and discussion


Young people entering homeownership: the influence of macro-economic context

After the economy recovered from the 2008 to 2009 recession, there has been sharp housing price inflation in Tallinn urban area. Concerning affordability rates, homeownership has become less affordable over time (Figure 3).

First, we compared the achievements in the housing market in regards to accessing homeownership of two cohorts of young people—those aged 20–34 in both 2010 and 2020. Placing these long-term trends in the macro-economic context, we expected to find evidence of increasing socio-economic barriers lowering access to homeownership over the decade, especially for lower-income and less educated young people. Contrary to the older cohorts, young people have been especially sensitive to the harsh market conditions as they were in the beginning of their housing career during the period of rapidly increasing housing prices.

The described housing market dynamics resulted in a drop in the proportion of homeowners from 83.4% in 2010 to 75.1% in 2020 among the total population. Meanwhile, the share of tenants grew from 16.6 to 24.9% (Table 1). Young cohorts are the most affected by such a drop-in accessibility and availability of owner-occupied housing. Younger age groups (Table 2) already relied on rental properties to a much greater extent in 2010 than middle- and older age groups (one-third of young people, compared with 10% of middle-aged groups, and 16% of the elderly). Between 2010 and 2020, the gap in the level of accessibility of homeownership between younger age groups (20–34 years) and older generations widened by 10% points (Table 1).


TABLE 1 Tenure structure by age groups in 2010 and 2020.
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TABLE 2 Tenure structure by youth age groups in 2010 and 2020.
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By 2020, approximately every second young person was relying on rental housing. Within-group differences are noticeable among young people as well—on average, 74% of the 20/24 age group lived in rental accommodation, while the rate decreases with increasing age. Most remarkable, however, is that, even among 30–34-year-olds, nearly 40% are still tenants (the share doubled over 10 years), which exceeds the same share of middle-aged people by two-to-three times.

The housing market preferences and choices of young people are linked to life-course circumstances. Many of them are still in education, are single and their decisions to rent rather than own can be driven by many youth-specific life-course factors. The start of the housing career does not always exhibit a straightforward path to homeownership, and the periods studying in higher education may postpone the decision to obtain a loan and buy their own home. To what extent is this declining ownership rate caused by the structural barriers accessing homeownership, and what is the role of the changes caused by the “emerging adulthood” and related possible postponement of the start of the independent adult life (Arnett, 2000; Arundel and Ronald, 2016), is hard to conclude from the analysis, but most probably both factors play a crucial role in this shift.

Such a drastic drop in the proportion of owner-occupiers over one decade, especially for younger age groups, suggests that, although individual choices and strategies play a part, increased structural barriers and hardships made homeownership harder to achieve. The price inflation, together with greater mortgage restrictions, have affected younger age groups more than older generations, who mostly acquired their housing through the privatization process, or under the circumstances of better housing affordability. Lowering access to homeownership means that young people must rely on rental housing for longer, and the dream of buying one's own home will be postponed for many young people. The next section will shed more light on the issue of structural inequality in assessing homeownership.



Access to homeownership—sorting based on socio-economic and household variables

Labor market performance is an important factor explaining young people's success in entering homeownership. In 2010, the homeownership rate for younger age groups had a moderate link to the socio-economic background (household income and labor market status). However, a decade later, the socio-economic background had become significantly correlated with the status of homeownership (Table 3). By 2020, only 14% of those without an employed household member, and 19% of young low-income groups, succeeded in owning a home. For low-income young people, the success-rate was three times lower than for young age groups on average. Education also plays a role, but the impact of educational attainment is less pronounced.


TABLE 3 Twenty to thirty-four years of age access to homeownership in 2010 and in 2020.
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Model 1 considers household income as a driver for accessing homeownership. Without any control variables in the model, income had a slight impact on entering homeownership in 2010—middle- and high-income groups were 1.4-times more likely to end up in homeownership compared to low-income earners. By 2020, the effect of income had increased dramatically—the odds for high-income earners becoming homeowners were 14-times the odds for low-income earners, while the odds for middle-income groups were 4-times those for low-income earners. Almost 20% of variance in the share of homeownership was explained by income alone in 2020, whereas, in 2010, income explained only 1% of variance (Model 1, Table 4).


TABLE 4 Income affecting homeownership (logit regression—Model 1).
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Ethnicity was also significantly related to the rate of homeownership, although a little unexpected. While there was almost 20% points difference in the homeownership rate in 2010 to the benefit of ethnic minorities, this difference had, to large extent, diminished over the following decade (down to 4% by 2020). This situation can be explained by the ownership reform. The initial starting position favored Russian–speaking minorities, since they were over-represented in apartments that were subject to privatization, while Estonian-speaking population more often lived in restituted housing (Kährik, 2000). Those living in restituted housing could receive a municipal rental apartment for compensation, but did not have the possibility to privatize. Although the generation which actively participated in privatization is situated among the older age groups, these ethnic inequalities were also transmitted to the next generation. Another explanation is that the Estonian background young people are more likely to be mobile—changing their place of residence more likely thus postponing the decision to buy home. While Russian-speakers are more often from Tallinn originally, Estonians are more likely to have moved to Tallinn and have had no permanent residence there.

Russian-speakers have, however, had less success in the labor market as their incomes and employment rates tend to be lower than those for the majority population. This explains the fall in homeownership rate for ethnic minorities, which caused the gap in homeownership between ethnic categories to greatly diminish.

We also looked at gender and household differences in access to homeownership. Female-headed households, single people and households without children are related to lower homeownership rate. While gender difference diminished during the decade 2010–2020, as gender gaps in wages and employment levels also decreased in Estonia and Tallinn, household structure remained an important factor in tenure segmentation. More people living in a household can translate into better economic opportunities which play a key role in achieving homeownership, whereas the household structure and having a family also contributes to seeking more security in terms of finding a more permanent, stable and secure home (depending on the life course circumstances).

When adding ethnicity, household and demographic variables to the model explaining homeownership rate (Model 2, Table 5), we see that these additional variables add another 10% explanation of the variance in addition to income for 2020 20–34 cohort. Income remains the most significant determinant of homeownership in 2020. By adding additional variables, for example, whether at least one household member is in labor market, the importance of income is only slightly reduced. Having at least one employed person in the household has an odds ratio of 2.6, indicating that it is an important factor in homeownership as well. Besides income and labor market variables, having secondary or tertiary education increased the chances of entry into the homeownership (almost two–times more likely).


TABLE 5 Individual level factors affecting homeownership (logit regression—Model 2).*
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In terms of ethnicity, ethnic minority status had a positive impact. Chances were also increased by having a male head of household (1.3-times more likely to be homeowners), living with a partner (1.9-times more likely), living in a household type other than a couple (3.2-times more likely), and by having children in the household (2.1-times more likely). According to age structure, those aged 20–24 years have the lowest chances of living in an owner-occupied dwelling, while for 25–29 and 30–34-year-olds, the chances are reasonably uniform.

For the 2010 20–34 cohort, adding additional variables improves the explanatory power of the model to almost 30%. However, factors other than income have the main explanatory power. When the work status variable is added to the model, the impact of income becomes insignificant. Instead, having employed household members doubles the chances of being homeowners. Education remains significantly related as well, but only higher education. Ethnicity plays a stronger role for the 2010 (20–34 years) cohort than for the 2020 one, with non-Estonian households in better position in terms of homeownership.

Having a male head of household had a stronger effect in 2010 (2.2-times more likely in homeownership), while couples and other types of household were more significant determinants in 2010. One possible explanation is that, in 2010, the rate of young people who still lived with their parents was higher, and their parents' homes were more likely to be owner-occupied. Meanwhile, the 30–34 age group stood out with a higher propensity to be homeowners.



Housing quality and locational differences between the tenures

Furthermore, we argue that the growing barrier to entry into homeownership for young people is coupled with side-effects related to housing quality and spatial disadvantages. Rental dwellings are often not evenly distributed in space, but are found either in attractive inner-city areas or in less affluent suburban high-rise neighborhoods. Previous studies in Tallinn note that housing quality differs according to location (e.g., urban/rural), and that municipal housing units are spatially concentrated (Kährik and Kõre, 2013). However, there are no previous studies on the locational characteristics of private rental units.

In 2010, rental housing was over-represented both in new (built since 2000) and old (pre-1960) housing stock, while homeownership was over-represented in Soviet era-built dwellings. The higher rate of rental dwellings in older houses is explained by the restitution process retaining the rental status of these buildings (Lux et al., 2012). As we can see, the difference in homeownership and rental sectors between Soviet era and older dwellings had slightly reduced by 2020. As Ruoppila and Kährik (2002) argue, in the period immediately after the housing reforms, the private rental sector became quite polarized in terms of the quality of the housing stock as well as the residential structure.

In 2020, rental units were over-represented in older housing (built before 1960, comprising one-third of the rental stock). In Tallinn, this is especially the case in the inner city and the high-rise outer city neighborhoods, while fewer rental units are located in the outer suburbs (Table 6). As expected, rental housing is situated in multi-family buildings. Owner-occupied housing is more often found in newer houses, low-rise outer city neighborhoods and in outer suburban locations, and is over-represented in detached and semi-detached buildings.


TABLE 6 Dwelling characteristics (homeownership vs. rental sector), 2010 and 2020.
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Rental units are over-represented in Tallinn compared to the outer suburbs, especially the inner city, and owner-occupied dwellings are over-represented in the low-rise and outer suburbs of Tallinn. The high-rise suburbs were yet to be over-represented in rental market.

There are no significant differences based on the “state of repair” assessment by owners and tenants in both years. In terms of neighborhood quality (assessment of noise level, pollution and/or criminality), owners tended to be slightly more critical toward their neighborhood than tenants.

According to the Model 3 predicting homeownership share based on housing and neighborhood factors shows a lower explanatory power compared to the model comprising residential characteristics. For the 2020 model, the explanatory power is 4% and, for 2010, it is 8% (Table 7).


TABLE 7 The influence of housing quality and the location of housing on homeownership (logit regression—Model 3).
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In Model 3 (Table 7), living in a post-1960 built dwelling continues to be significantly related to homeownership status in 2020 (especially Soviet-era dwellings), however the likelihood of older socialist apartments to be used as an owner-occupied tenure has sharply decreased over the period. Owner-occupied housing is over-represented in low-rise Tallinn suburbs. (1.1-times more likely), as are outer suburban neighborhoods (1.3-times more likely). The best predictor of homeownership among housing characteristic variables is building type: detached and semi-detached buildings were associated with nearly twice the likelihood of homeownership than renting (1.9-times). Good housing quality is also positively related to homeownership (1.2-times more likely).

In 2010, Soviet-era buildings had an even higher propensity to be owner-occupied (especially those built between 1960 and 79, 3.7-times more likely). Consequently, this has been the housing segment that has particularly expanded within the rental sector by 2020. This is because the apartments are usually smaller, and the location is either in or close to the city center compared to dwellings built between 1980 and 1999. Rental apartments are far the most overrepresented in historical inner city neighborhoods—the housing units which to large extent remained in the rental sector as a result of the restitution to pre-WWII owners. Trends over the 10 years indicate that housing densification has taken place in the city outskirts—more apartment buildings were built in previously low-rise homogeneous suburbs (inside Tallinn as far as beyond the city border).




Conclusions

The current housing affordability crisis, which has been driven mainly by the financialization of housing and the government's retrenchment of social policies and the lack of provision of affordable housing over previous decades, has had a major impact on growing inequalities in access to housing. The crisis has hit the opportunities of young people in the housing market especially hard. Moving out from the parental home into independent housing, and especially homeownership, has become more challenging over time. The structural differences between those who can afford to buy and those who cannot is growing across Europe (Ronald and Lennartz, 2018; Smith et al., 2022). Governments have increasingly introduced incentives in response to the growing affordability crises from the 2010s onwards by moving toward a new era of post-neoliberalism (Kadi et al., 2021). However, it is yet to be seen to what extent these measures can alleviate the affordability gap, since housing prices overall continue to climb.

Although there were small-scale incentives to implement new social housing programs in the 2010s, the government's supply-side measures to tackle housing affordability in Tallinn have overall been marginal. Since the mass-privatization of the housing stock in the 1990s, housing market dynamics in Tallinn have been driven by an ultra-liberal housing regime, with new housing developments being almost entirely in the hands of private developers. Hence, the market has been highly dependent on global economic cycles. Such a neo-liberal housing market context, with a very high rate of homeownership up to the beginning of the 2010s, makes Tallinn special in terms of understanding the shifting patterns and mechanisms driving inequalities in accessing homeownership for younger people in subsequent years.

Homeownership remains much larger than the rental sector in Tallinn, but, since 2010, a significant tenure shift has taken place, as the private rental stock has expanded considerably, constituting a quarter of the total housing stock by 2020. The period 2010–2020 was when property prices increased greatest since the completion of the ownership reform, and the structural barriers to entering homeownership have increased. While the transformation in tenure structure resulted in more choice in the housing market and made Estonia more similar to Western European countries, the new inequalities this tenure shift brought about, based on the socio-economic circumstances of households, migration background and intergenerational wealth transmission, need special attention. The structural barriers and sorting mechanisms experienced by young households in the housing market increasingly affect their life opportunities (OECD, 2020), and may lead to a vicious circle of housing inequality (van Ham et al., 2021).

This study showed that new patterns and drivers of inequality have developed in the housing market of Tallinn over the housing boom of the 2010s, seriously affecting housing affordability. Entering homeownership has become much more challenging for early-career households (those aged 25–34 years) in Tallinn in 2020, compared to a decade earlier. Money buys choice, and the labor market performance of households increasingly influences the housing market outcomes for young households. Young people, who often have a weaker labor market position with more precarious work conditions compared to older cohorts, face growing difficulties in meeting the financial criteria for loans and mortgages set by banks, resulting in significantly reduced rates of homeownership. Younger cohorts increasingly rely on wealth transfers from their parents, which leads to further socio-economic sorting across tenure divisions. Older cohorts, who entered the housing market during the 1990s and 2000s, had more favorable conditions for becoming homeowners, in terms of socio-economic standing, when they were at the same life stage.

In addition to the financial gains that accrue to homeowners but not tenants, who incur high monthly housing expenditures without financial gain and experience high cost overburden due to higher overall housing costs, private rental status also has a slight negative link to housing quality as well as locational disadvantages, especially for those with lower socio-economic status. Private tenants generally perceive their dwellings as slightly lower quality (i.e., state of repair) than owner-occupiers. Lower dwelling quality usually correlates with higher energy costs due to the energy-inefficiency of multifamily buildings. Although a concentration of rental dwellings is found in the inner-city areas, the bulk of rental units are located in outer city high-rise multifamily buildings, which are especially attractive to households with lower socio-economic standing due to their greater affordability. Consequently, tenure-based socio-economic segmentation also gradually turns to manifest in spatial disadvantage and overlap with socio-spatial segregation (e.g., Tammaru et al., 2016a).

These somewhat more precarious housing conditions—the insecure nature of private renting, less satisfactory living conditions and associated locational disadvantages—as well as the overburden of housing costs in the private rental sector can translate into severe consequences for young people in terms of health, social inclusion and life opportunities, including even family formation. Therefore, to break the vicious circle of housing inequality, more proactive measures could be implemented to counteract the negative impacts of housing financialization and the subsequent unregulated tenure shift on social equity. Being unable to start an independent housing career or move into homeownership can have long-term consequences for individuals and perpetuate the intergenerational transmission of wealth and housing inequality. The issue of the increasing unaffordability of housing should be made a systemic part of urban policy in relation to access to urban resources (Haffner and Hulse, 2021; OECD, 2021). Stricter planning and zoning regulations could be pursued, along with affordable housing construction and allocation policies that target younger households with unmet housing needs alongside other vulnerable groups.
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Footnotes

1 UPLIFT project funded by EU H2020 programme aimed at (1) understanding patterns and trends of inequality among young people and how individuals experience and adapt to inequality through participatory research, and (2) co-designing a policy tool aimed at addressing and reducing inequality and socio-economic divisions among the vulnerable youth. See more https://uplift-youth.eu/.

2 The Euribor (the Euro InterBank Offered Rate) refers to the price at which European banks lend money to each other. The Euribor has a direct influence on the conditions of borrowing for private persons.
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